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CHAPTER I
INTRODUCTION
General Problem Setting
This paper is concerned with career opportunities
for retired Air Force officers in three specific types of
franchises.

The retired Air Force officer has spent from

twenty to thirty years in military employment probably after
graduation from a college or university.

This officer is

forty to fifty years of age at the time of his retirement
and change of profession.

Although he will receive 50 to

75 per cent of his Air Force salary for the rest of his
life, he could also be at the peak of his income need.

So

far as energy and age are concerned, he has many productive
years ahead of him.
Many military positions have civilian counterparts,
however, the skills in these areas are seldom held by offi
cers.

It is the enlisted men that carry out the everyday

operations.

The non-commissioned officer is the one who is

familiar with the everyday problems and procedures of the
department.
nel problems.

The officer has been working with the person
He makes certain the mission is accomplished

by seeing that his men have been properly trained.
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The

officer takes care of "fires" or abnormal daily developments
within his area.

He has developed into a manager of people.

Historical Background and Present Importance

Often, small businesses are operated by individuals
who have worked for many years with a company.

They learn

the business from their parents or owners with plans to take
active control once the parents or owners reach retirement
age.

Others enter into business using past experience as a

guide line for success.

This, perhaps traditional, route

into small business is inappropriate for the retired Air
Force officer.

The Air Force officer has seldom had the

opportunity to develop into, or obtain the necessary exper
ience to open and operate a small business on his own.
Further research on civilian job opportunities
which retired Air Force officers are interested in, and
qualified for is needed.

If the retired Air Force officer,

however, has the desire for small business management, a
franchise could provide an opportunity for entrance into
this field without previous experience in the operation of
a small business enterprise.
Part of the historical background of the proposed
solution to this employment problem dates back to the end of
World War II.

Returning servicemen were eager to get into

civilian life upon their return to the United States.
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They

3
had somewhat the same problems retired service personnel
have today— lack of civilian job skills.

They did, however,

have ambition and the borrowing power that was guaranteed
and insured by the Veterans Administration.
This was a period of rapid economic growth.

Many

companies did not have the required capital or experienced
personnel to take advantage of this business expansion.
Some found it profitable to begin offering small business
franchises to these returning servicemen and other interested
investors.

Franchising has developed rapidly since World

War II and has changed many basic distribution patterns.
The Research Problem
The retired Air Force officer might do quite well
working for someone else.

This research is concerned with

franchise career opportunities for an Air Force officer with
twenty to thirty years of specialized military experience
upon retirement from active duty.

The problem of the Air

Force officer is made up of two parts.

The first is to

indicate a way to use the retired officer's relevant exper
ience.

The effective use of his capital is the second part

of the problem.
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Objective of this Study
This paper will attempt, through the use of pri
mary and secondary research, to give information showing
that the franchise will offer some retiring Air Force offi
cers an excellent opportunity to employ their abilities.
It will be shown, with some preparation on the part of the
retired officer, how he will meet all the requirements
necessary to operate a franchise.

It will also be shown

how the franchise meets the personal need and objectives of
this segment of our population.

The purpose is to present

a case showing why the Air Force officer should consider a
small business franchise as a solution to his civilian
rehabilitation after military retirement.
Hypothesis
The small business franchise is a career oppor
tunity available to the retiring Air Force officer.

Very

profitable opportunities await the mature individual in
this field.

The retired officer meets the personal qualities

required for operating many franchises.

He has the ability

to manage people, is intelligent, and of good moral charac
ter.

The franchise can provide the officer with effective

use of his capital and ability.

The franchise can also

offer a supervisory management position and effective use
of the officer's talent and attributes.
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Procedure
Several sources of data will be used in the devel
opment of this paper.

The next two chapters will be a gen

eral review of published literature on this subject.

Major

benefits available to the Air Force officer at retirement
will be presented in the following chapter.

A brief explan

ation of the history, success, and requirements of the fran
chise system of business operation will be presented in
Chapter III.
Chapters IV, V and VI are included to provide
information on three national franchises.

The first section

of each chapter is devoted to presenting information the
franchisor would give an applicant for a franchise.

The

second section of each chapter is based on an interview with
a franchisee.

The purpose is to present part of what a

franchisee has experienced in the development of his fran
chise .
The conclusion begins with a general review of
what the franchise can offer the retired Air Force officer.
A retired Air Force officer can not take advantage of fran
chising unless he has the necessary capital.

If the retired

officer has the desire for small business ownership, the
franchise can offer an effective and interesting use of his
time and capital.

Being a retired Air Force officer can be

an advantage in starting and operating a franchise.
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CHAPTER II
AIR FORCE RETIREMENT BENEFITS
The Air Force officer is in a unique position
when compared with civilian workers.

After twenty to thirty

years of military service, he receives full retirement bene
fits for the rest of his life.

The benefits he receives at

retirement can help him during the transition to civilian
employment.

In particular, these retirement benefits can

help him toward a successful franchise operation.

This

chapter is devoted to presenting some of the pay, allowances,
and other retirement benefits due the Air Force officer upon
retirement.

All figures are as of July 1, 1969*

Following the current trend of cutbacks in mili
tary expenditures, record numbers of Air Force personnel are
entering retirement status.

Last August, the Air Force

retired the highest number of people in its history.
6300 names were published in the roster.^

Over

By September of

1 9 6 9 » the Air Force had over 222,000 retired servicemen on

its payroll.

Each of the men and women listed in the roster

receive monthly income and service related benefits from the
federal government.

These benefits give retired Air Force

^"Record 6300 Enter Retirement,” Air Force Times,
October 2 2 , I9 6 9 , p. 2 3 .
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personnel supplemental income and benefits which could sup
port them after their active duty years.

The benefits pro

vide a definite advantage while breaking into civilian em
ployment, for total wages are not affected by past service.
Retirement benefits are available to regular and reserve
officers retiring from active duty.

The typical Air Force

officer will retire after twenty-eight years of service.
He will have earned the rank of lieutenant colonel, and will
2
be between forty-five and fifty-five years old.
His retire
ment pay will amount to ?0 per cent of his basic pay as
lieutenant colonel.
Voluntary retirement is open to any commissioned
officer in the regular and reserve Air Force who has com
pleted at least twenty years of active duty.

Those who en

listed before being commissioned must have at least ten
years of active commissioned service.

When the officer does

retire, he is entitled to 2 -| per cent of his basic pay rate
for each year for the rank held at the time of retirement,
multiplied by the number of years of service.

Thus from

50 per cent to 75 per cent basic pay will be paid to the

officer each month after retirement.

Monthly rates of re

tirement pay for ranks above captains are shown in Table 1.

^The Air Officer's Guide (Harrisburg, Pa.:
Stackpole Company, I9 6 7 ), p. I9 2 .
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TABLE 1
MONTHLY RETIREMENT PAY

Grade

Title

20 Year
Retirement

30 Year
Retirement

$1 ,1 9 7 ,3 0

$ 1 ,9 0 8 .2 3

1 ,0 4 7 ,4 5

1 ,6 8 3 .6 8

0-10

General

0-9

Lieutenant General

0-8

Major General

9 7 2 ,9 0

1 ,5 1 8 .0 8

0-7

Brigadier General

8 7 9 .9 0

1 ,3 1 9 .8 5

0-6

Colonel

6 7 3 .5 0

1 ,1 5 9 .6 5

0-5

Lieutenant Colonel

6 0 9 .1 5

9 4 5 .9 0

0—4"

Major

5 2 7 .4 0

7 9 1 .1 0

Source :

-

Officer's Pay Guide, July 1, 1 9 6 9 , pp. 8 -9 .

Note t Congress has recently approved an Bf per cent increase
for Air Force Officers which is not reflected in this table.
The officer retains his active duty rank upon
retirement, which entitles him to most of the benefits
available to active duty personnel.

Regulations provide

moving expenses for himself, his family, and all personal
goods to any location in the world.

He is authorized to

travel on military transportation on a space available
basis.

His military life insurance can be kept active, at

his own expense, if he so elects.

Dental, medical, and

hospital service assistance, including prescriptions,
continue for the rest of the officer's life.

All base
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facilities, including the officers* clubs, commissaries,
exchanges, and base recreational facilities are available
to the retired officer.
Congress passed legislation in 1964 which author
ized the

federalgovernment to employ retired Air Force

officers.

This law makes it possible for the retired offi

cer to receive full pay from his civilian government job.
He is eligible to receive the first $2,000 of his military
retirement pay, plus one-half of any retirement pay greater
than this amount, in addition to his government pay.

The

only restriction is that he may not be hired by the Defense
Department until he has been separated from the service for
at least six months.

Retired Air Force officers may be

given civil service preference when applying for employment
with the

federal government.

This is done by adding five

to ten points on to the rating earned through civil service
examinations.
Other important benefits are available under the
Veterans Benefits Act of 1 9 6 6 .

The retired officer is

eligible for educational benefits under the G. I. Bill.
The retired officer can obtain a guaranteed loan toward
the purchase of a home without a down payment, if the lending bank agrees.^
There are many other benefits for which the

^Ibid., p. 1 9 2 .
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retired Air Force officer may apply; these are a few of
the major benefits available.
Taken together, the above provisions provide for
the officer after retirement.

He will be able to live on

the benefits he has earned during his active duty years.
However, he is a relatively young man and has retired at an
early age, some fifteen to twenty-five years ahead of his
civilian counterparts.

It is possible, and perhaps neces

sary that this man embark on a second career.
could be the answer to this need.

The franchise

A brief explanation of

the history, success, and requirements of a franchise will
be given in the following chapter.
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CHAPTER III

REVIEW OF THE FRANCHISE INDUSTRY

A brief explanation of the history, success and
requirements
is

of the franchise system of business operation

presented in this chapter.

It is not intended to repre

sent an in depth study of franchising.

The purpose is to

acquaint the reader with the franchise concept.

History

Franchising dates back many years in history.
"During the Middle Ages, . . . important personages were
granted, what today might be called 'franchises.*

These

usually conferred the right to collect revenues, in return
for various services or considerations . . .

The term

"franchising" did not come into use until the eighteenth
century.

At that time, the term applied to "Royal fran

chises," or those granted by the royalty or legislative
type governments.

These franchises "usually involved the

acceptance of certain specific obligations on the part of

^Ernest Henderson, Sr., Franchising Todav (New
York; Matthew Bender Company, I9 6 7 ) p. 2 3 9 .
11
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the grantee, in return for certain privileges, usually long
term in nature, and frequently involving some monopolistic
2
advantages.”
By this time, franchising had taken a form
similar to that we know of today.

The current definition

of the word franchise is "A privilege arising from the grant
of a sovereign or government, or a privilege of a public
nature, conferred on an individual or body of individuals
by a government grant, or permission granted by a manufac
turer to a distributor or retailer to sell his products.
The term is commonly used to describe a method of distri
bution which is based upon a contractual relationship be
tween the franchisor and franchisee.
The Coca-Cola Company is an early example of
franchise development in the United States.

John S.

Pemberton developed the Coke formula in 1886.

He owned a

drugstore and had been testing different types of "soft
drinks."

By 19 OO, John Pemberton's Coca-Cola syrup was

being supplied to local franchised bottlers.

Today, most

all soft drinks are marketed using the franchise method
developed by John Pemberton.
United States Development Since 1945
The franchises we know today were developed after
^Ibid.. p. 7 1 .
^C. L. Barnhart, The American College Dictionary
(New York; Random House, I9 6 I), p. 482.
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World War II.

t

Several factors account for this growth.

first was the " . . .

The

returning GI, burning with ambition and

fueled with the borrowing power of business loans guaran
teed or insured by the Veterans Administration, and second,
a booming economy, which inspired executives with business
a
ideas to cash in through franchising."
This may or may not
be true today.
Franchising enabled the franchisor to promote
expansion without having the large capital expenditures
normally necessary for such development.

It was necessary

to bring together the prospective franchisor, who had estab
lished a company with a product or service which lent itself
to wider distribution, and the prospective franchisee who
had some capital, some business ability, and the desire to
be in business for himself.
Many of today's major franchise operations started
development during the 1 9 5 0 's.
the following page.

Some examples are listed on

By 1 9 6 3 , franchising had become so

important that the Small Business Administration felt it
desirable to fund a study on the subject.

It granted the

University of Minnesota $80,000 to make a detailed study of
franchising.

The ninety-five page report was published by

the University of Minnesota School of Business Administration

^Harry Kursh, The Franchise Boom (New Jersey 1
Prentice-Hall, Inc., I9 6 9 ), p. 6 .
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in November of 1 9 6 3 »
"...

In the preface, they stated that

the report views franchising as a significant mar

keting phenomenon which has an important influence on the
American economy."
Franchisor^

Year

United Rent-All
Martinizing Dry Cleaners
Dunkin Donuts
Holiday Inns
Dairy Queen
Dog And Suds
McDonald’s
Kentucky Fried Chicken
Convenient Food Marts
Hickory Farms Of Ohio

194-9
194-9
I950
1952
1952
1954
1955
1955
1958
i960

The Economic Influence of the Franchise
"About 90 per cent of the franchise companies now
in operation have started since 1954."^

Almost any product

can be sold using the franchise system.

Franchising has

experienced fantastic growth and development.

There are now

over 1 ,2 0 0 franchise companies, which have granted more than
6 ,0 0 0 franchises.

Estimates on total sales from the outlets

are about $90 billion.

This would account for approximately

10 per cent of the U.S. gross national product^ and more

•^Jeff Atkinson, Franchising» The Odds-On Favorite
(Chicago, Illinois, International Franchise Association,
1968) p. 3.
^Charles G. Burck, "Franchising’s Troubled Dream
World," Fortune, March, 1970, p. 118.
^Atkinson, Franchising, p. 5
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g

than 26 per cent

of all retail sales.

An example of how

fast the smaller^ franchises are growing can he established
if several large and relatively expensive franchises are
eliminated.

Removing auto dealers, retail gasoline stations,

tire dealers, soft drink bottlers, and hotel/motel syndicates
leaves small business franchises with an estimated 1967
sales of $13 billion.

The comparable increase in sales

over the I963 base year is 64 per cent.

Over this same

period of time. Gross National Products had increased only
34 per cent.^^

Chances of Success:

The Business

When any person evaluates his employment, he often
looks at his chances for success.

This is usually true

whether he works for himself, or is employed by another.
Jeff Atkinson, author of Franchising;

The Odds-On Favorite,

has compiled several graphs and tables which indicate what
the "odds" of success are in owning a franchised business.
The record of business mortality in the United States is
shown in Appendix I, Figure A.

Six different areas for

comparative study are shown on this graph.

An examination

O
Burck, Fortune, p. 118.
^Smaller franchises are those which require under
$100,000 total initial investment.
^^Atkinson, Franchising,t p. ?.
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of the data reveals that there is an eight times greater
chance of failure with independent retail operation than
with a franchise.

The U.S. Department of Commerce, however,

includes franchising in the data.

These data indicate that

the actual figure for retail trade should be even higher
than it already is, if we exclude the franchise segment.
After ten years of operation, only a 10 per cent chance of
failure is noted.
all businesses.

11

This is relatively low when compared with
The prospective franchisee might ask

about the cost differential between an independent operation
and a franchise.
Table A.

Sample figures are shown in Appendix I,

It should be noted that the total investment is

actually less for the independent.

Why then would anyone

build, and operate with a franchise developer, if the cost
were greater?
Figure A.

The answer is indicated in Appendix I,

The mortality rate data not only represent the

expected rate of failure, but the inverse is the expected
"success factor."

Appendix I, Table A and Figure A are

combined in Appendix I, Table B, and is a comparison of ex
pected payoffs between an investment in an independent and a
franchise retail outlet.

The advantage to franchising is

hypothetical and is based upon an annual profit of $28,000
per year for each type of outlet.

11

The failure rate for franchised business is, per
haps, expected to be lower because many franchisors will buy
back and operate unsuccessful outlets.
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«

The odds of success for the franchise are greater

s
r

than that of independent operations and are shown in

|

Appendix I, Table C.

I

In the first year of operation, a

franchise ov/ner will have a twelve to one better chance of

3

success when compared with the independent businessman.

|

After ten years of operation, the odds of a franchise still

1|

being in operation are greater than eight to one when

if

compared with independent operations.

|

The odds of success

stand on the side of the franchise by a significant margin.
Chances of Success - The Franchisee

|

I
v

Now that we have looked at the franchise, the next
step is an examination of the qualities and abilities which

j

the prospective franchisee should have.

^

He will be working

with all types of people in the everyday operation of his
businesso

Some will be out to help him, but others will not.

t

|
I

The franchisee must be able to appraise and handle all of

[fi

them.

|

The man must be a self-starter, for all that gets done

will depend on him.

If the individual has no business exper-

ience, he should be willing to learn.
manager will deal with paper work.

|

Much of his job as a

Orders, payroll, tax

records, and just everyday correspondence will all be done
by the franchisee.
money.

The franchisee must be able to handle

Impulse buying could be disastrous.

running a franchise are great.

The demands of

One must work sixty hours or

more a week, at the start, and be able to manage men, time.

I

I
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money* and merchandise.

It takes a man with drive and deter

mination to be successful.
The franchisor can help the Air Force officer
develop into a manager.

First, the franchisee has access

to the many years of know-how and experience that has been
developed by the franchisor.
already been ironed out.
have been established.

Trial and error methods have

Successful operating procedures
Schooling is provided to educate

the franchisee on how these proven methods should be util
ized.

Site selection and lease negotiations are all carried

out with the assistance of the franchisor.

When the build

ing is complete, the Grand Opening will be promoted and
assisted by the franchisor.

The assistance will continue

after the outlet is in operation.

Men from the "home office"

stop in often to help with problem areas.

Normally, large

savings can be achieved through volume purchasing by the
franchisor.

Cooperative advertising is a great aid.

Cus

tomers from all areas of the country know your product.
This fact also accounts for the "instant" business from
the first day of operation.
This is only one side of the picture.

It must

also be pointed out that a franchise can, and has led to
failure.

The franchise can rob a person of his life savings,

if he lets it.

Such things as going into a business for

which one is not suited; financing too much of the initial
costs; not having the immediate volume to back up the
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payments; failure to follow the recommended procedures as
outlined by the franchisor; not having the right attitude
or dedication toward the entire operation; improper purchas
ing or paying csin all lead to franchise failure.
Before signing any contract, the individual must
carry out an extensive study of his own qualifications.

The

franchisee must be enthusiastic, have the ability, and be
physically and emotionally ready to handle the task.*

After

all, the franchise can, and will only succeed if hard work
and full time effort is put into the operation.

It must

also be remembered that the franchisee must work with the
franchisor as long as he owns the franchise.

This means

that the individual franchise owner is not completely inde
pendent.

Both must work for increased profits through

combined effort.
Emphasis will now be shifted from the franchise
industry in general to specific national franchise corpo
rations.'
The franchises presented are Hickory Farms of
Ohio, McDonald's, and One Hour Martinizing.

These three

were selected from the many available, because they represent
well known national corporations and sell products or ser
vices different from one another.

These three also repre

sent franchises in a range of different price levels that
could be purchased by retired Air Force officers, depend
ing on the individual's assets.

One Hour Martinizing can
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be purchased for $12,000, Hickory Farms of Ohio for $35*000,
and McDonald's for $63,000, according to the franchisor.
All three can provide income levels equal to or better than
the Air Force officer receives on active duty.
In each of the three following chapters, the first
part is devoted to presenting some information the fran
chisor would give an individual who was considering a fran
chise in his organization.

It is not intended to represent

a complete analysis of the franchisor.

The cost figures and

services offered are as presented by the franchisor before
an agreement is made.

The second part of each chapter is

based on an interview with a franchisee.

The goal here is

to present what actual costs are and what services the
franchisor really did provide for the individuals inter
viewed.
It is not intended that information presented in
the next three chapters represent the experience of every
franchisee.

Each individual franchise owner would have a

different background and experience in the development of
his franchise.

Further research is needed in this area.

The experience of the case studies presented here, however,
are typical of the franchising industry.
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CHAPTER IV
HICKORY FARMS OF OHIO
The Franchisor^
Introduction
Hickory Farms of Ohio is a name that is well
known throughout the United States for its excellent variety
of specialty food products.

This franchise has never had a

failure and is recognized as an outstanding franchise value.
Origin and Growth
In 1 9 5 0 » Richard K. Ransom, now president of
Hickory Farms, and Earl C. Ransom, now vice-president, were
operating a produce business, but were looking for something
new.

Richard often thought about the potential of selling

good quality cheese in a country store atmosphere.

The two

began selling cheese, that same year, in a small stall
located at a travel show in Toledo, Ohio.
there was a market for their product.

They found that

The fair circuit.

Information for this section was obtained
through personal correspondence with Mr. Milton B. Bostwick,
Franchise Director, Hickory Farms of Ohio, Toledo, Ohio,
March, 1970.
21
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however, was a seasonal sales market and to supplement their
income during the off season, they began a national mail
order business.

Both ventures were quite successful.

During the next nine years, they made contracts
with a number of manufacturers and importers for the exclu
sive purchase of quality food products.
Farms opened its first store.

In 1959* Hickory

It was located in Toledo.

People began asking why Hickory Farm's products were not
sold in their home town.

In I9 6 O, Hickory Farms entered

the franchise field.

The first franchised store was located

in the Chicago area.

By I9 6 7 , about seven years after open

ing its first franchise unit, the company had established
eighty-five franchised store locations in twenty-three
states.

By January of 1970» Hickory Farms had opened a

total of 135 independent stores in twenty-eight states.

2

Common business conduct and practices have served
to promote all franchise stores in the entire network of
Hickory Farm operations.
General Policy
Hickory Farms will only grant franchise contracts
to individuals who meet their requirements.
for a franchise is shown in Appendix II.

An application

Decisions on

whether to accept prospective franchisees are based on three
2

Independent means without direct competition
from another Hickory Farms of Ohio outlet.
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objectives.
1.

They insist that their national image continue to
be synonymous with only quality products.

2.

Their profit structure must continue to provide
each franchise holder with a premium return on
investment.

3.

Each new store opened must develop into a success
ful operation in order that every Hickory Farm
store owner benefits from their growth.
With the above in mind, each applicant is eval

uated on the basis of his financial statement, personal
resume, references, and his desire to obtain the franchise,
Another important consideration is the wife's approval.

As

a minimum, it is hoped that she will acquire a basic know
ledge of the franchise operation.

Many store owners have

found that a husband-wife team works out quite well.

Appli

cants with the proper capital requirements have been turned
down, because Hickory Farms felt that the franchise would
not be in the best interest of both parties.

Hickory Farms

continually emphasizes that ownership of a franchised store
is not a "get rich quick" program providing instant success.
One must be willing to follow the program established by
Hickory Farms and put in the necessary long hours and hard
work required to make a franchise successful.
Capital Investment
Once approved by Hickory Farms, the individual is
in a position to sign the license and franchise agreement.
At this time, a $3,000 "buying-in fee" is collected from
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the franchisee.

For this fee. Hickory Farms agrees to help

in securing a suitable store location, and in furnishing
blueprints of interior and exterior design.

The fee also

includes advertising, news releases, and trained help for
the Grand Opening.

A training program is also provided to

familiarize the franchisee with all aspects of the Hickory
Farm program.

Travel to and from Toledo, and personal ex

penses are not included.

Hickory Parras also provides the

first year's supply of letterheads, envelopes and other
printed material.
When store development begins, an additional cap
ital investment of between $35*000 and $40,000 is required.
Of this amount, at least $30,000 must be in cash or assets.
Using an average size store of 3*000 square feet. Hickory
Farms breaks down the initial costs as shown in Table 2.
In addition to the specific capital requirements,
some costs, such as exceptionally high labor costs, permits
and licenses, phone installations, and other miscellaneous
items must be taken into consideration.

Hickory Farms real

izes that some applicants may not have the required liquid
assets.

In these situations, outside financing of some por

tion of the required capital may be permitted.

However, the

individual must arrange for this capital at the local level,
as Hickory Farms will not help the franchisee secure funds.
The only type of direct financing available is for the fix
tures and equipment.

Approximately $11,000 of needed capital
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could be obtained in this manner.
to $240 per month.

The payments would amount

(This amounts to a total payment of

principal plus interest of $l4,400 over a sixty month
period.)
TABIE 2
COSTS FOR AN AVERAGE HICKORY FARMS STORE

Opening Merchandise Inventory
Follow-up Merchandise Inventory

$1 5 ,0 0 0
3,500
11,000

Fixtures and Equipment
Barrels (for display) plus freight

350

Store Supplies (from Toledo Warehouse)

1,800

Opening Advertising Costs

1,200

Freight (general)

700

Outdoor Sign

600

Sundry Items (from local sources)

400
$3 4 ,5 5 0

Source*

Hickory Farms of Ohio, Toledo, Ohio, March, 1970.
Once in operation, certain payments are collected

each week by Hickory Farms.

The first payment is a 6 per

cent charge on the gross sales.

This is a franchise fee

which must be paid to Hickory Farms on Tuesday of each week.
It is based upon the prior weeks total gross receipts.
Second, 1 per cent of total gross receipts are collected
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each week, and put into a national advertising fund.

This

money is to be used for the promotion of all Hickory Farms
outlets.

The last requirement is that an additional 5 per

cent of the gross receipts must be spent for local adver
tising during the fiscal year.

Only approved products can

be sold from a Hickory Farms franchised store.
Profit Potential
If operated according to the Hickory Farms guide
lines, a franchised store can be a very profitable venture.
Hickory Farms will not open a store that does not have a
projected sales potential of at least $180,000 by the second
full year of operation.

Fixed expenses remain fairly con

stant in the four fiscal quarters.

In contrast, variable

expenses are usually quite stable in the first three quar
ters.

This is because 45 per cent to 50 per cent of the

outlet's entire year's volume will be sold during the fourth
quarter.

Hickory Farms points out that every quarter should

produce some profit for the store.

Holiday sales should be

a bonus to store owners.
Table 3 is a sample profit and loss statement of
a franchised store in its first two years of operation.
This sample store did not put 1 per cent into the national
advertising fund nor was it required to spend 5 per cent of
gross receipts on local advertising.

At this time, the above

provisions were not part of the Hickory Farms contract.
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Adjustments should be made for this.

Any store approved

now would be required to include these in the operating
expenses of the franchise.
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TABLE 3
SAMPLE PROFIT AND LOSS STATEMENT
1967

Percentage to
Gross Sales
SALES
COST OF SALES
Inventory Beginning
Purchases
Total for Sale
Ending Inventory

$ 1 6 3 ,4 2 0 .9 3

100*

1 7 ,9 2 8 .7 9
83.144.38
1 0 1 ,0 7 3 .1 7
18,323.67

COST OF SALES

8 2 ,7 4 9 .5 0

50.64

GROSS PROFIT

8 0 ,6 7 1 .4 5

4 9 .3 6

OPERATING EXPENSES
Payroll
Rent
Franchise Fee
Advertising
Freight
Store Supplies
Office Supplies
Utilities
Telephone
Postage
Repair - Maintenance
Insurance
Legal - Auditing
Depreciation
Dues & Subscriptions
Taxes - State & Local
Taxes - Payroll
Travel - Entertainment
Auto Expense
Miscellaneous Rents

12,424.70
8,142.10
9,737.08
6 ,4 5 9 .9 4
4 ,2 8 3 .2 1
6 ,3 6 7 .9 5
3 4 6 .5 9
1,908.42
8 9 4 .6 8
2 5 .0 0
1,087.81
2 7 3 .8 9
9 3 5 .0 0
1,502.40
1 6 3 .7 5
7 0 2 .0 3
9 3 2 .4 1
4 2 2 .2 9
4 5 3 .8 2
2 0 .6 0

4 .9 8
5 .9 6
3 .9 7
2.62
3 .8 9
.21
1 .1 7
.5 5
.01
.6 7
.1 7
.5 7
.9 2
.10
.4 3
.5 7
.26
.28

TOTAL OPERATING EXPENSES

5 7 ,0 8 3 .6 7

3 4 .9 3

PROFIT FROM OPERATIONS
(Before Owner's Draw)

2 3 ,5 8 7 .7 8

1 4 .4 3
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TABLE 3— Continued
SAMPLE PROFIT AND LOSS STATEMENT

1968

Percentage to
Gross Sales
$ 1 7 8 ,4 5 6 .1 6

SALES
COST OF SALES
Beginning Inventory
Purchases
Total for Sale
Ending Inventory

100#

1 8 ,3 2 3 .6 7
82,098.35
100,422.02
18,843._9^

COST OF SALES

81,578.03

4 5 .7 1

GROSS PROFIT

9 6 ,8 7 8 .1 3

5 4 .2 9

OPERATING EXPENSES
Payroll
Rent
Franchise Fee
Advertising
Fre ight
Store Supplies
Office Supplies
Utilities
Telephone
Postage
Repair - Maintenance
Insurance
Legal - Auditing
Depreciation
Dues & Subscriptions
Taxes - State & Local
Taxes - Payroll
Travel - Entertainment
Auto Expense
Miscellaneous Rents

1 3 ,8 6 9 .5 4
8 ,9 2 1 .7 2
1 0 ,5 2 8 .3 2
9 ,0 0 7 .3 5
3 ,8 6 0 .7 5
5 ,0 0 1 .4 5
348.28
2,089.48
8 1 3 .5 0
155.48
1 ,0 3 6 .2 6
6 0 7 .2 7
9 3 5 .0 0
4,281.59
2 1 1 .7 0
7 1 3 .1 4
984.86
4 3 4 .0 4
3 5 4 .4 3
344.01

7 .7 7
5 .0 0
5 .9 0
5 .0 5
2.16
2.80
.1 9
1 .1 7
.46
.0 9

TOTAL OPERATING EXPENSES

6 4 ,4 9 8 .1 7

.3 4
.5 2
2.40
.12
.40
.5 5
.24
.20
... .12
3 6 .1 4

PROFIT FROM OPERATIONS
(Before Owner's Draw)

3 2 ,3 7 9 .9 6

1 8 .1 5

Source 1

•59

Hickory Farms of Ohio, Toledo, Ohio, March, 1 9 7 0 .
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The Franchisee^
Mr. Gene Todd first became associated with
Hickory Farms about three years ago.
and is married.

He is in his forties

His wife does take an active part in the

operation of his franchised outlets.

Early in April, 1970,

she will depart for Minneapolis to check on the salesgirls
being hired for his third Hickory Farm outlet.
Mr. Todd has a Bachelor of Science degree from the
University of Minnesota.

He spent thirteen years working

for Nash and Finch of Minneapolis before entering the fran
chise field.

Nash and Finch is a wholesale food company,

which also operates several retail food outlets in the
Minneapolis area.

Mr. Todd managed the grocery products in

both the wholesale and retail areas of that company.
Being a native of Montana, Mr. Todd returned to
this state to open his first Hickory Farm outlet.

He chose

the Hickory Farm franchise, because of its performance as a
retail food outlet, and because of favorable interviews with
established Hickory Farm franchise owners.

After all, he

said, "Hickory Farms has never had a failure.

They (the

Hickory Farms Franchise) are successful and profitable."

^Information for this section was obtained through
a private interview with Mr. Gene Todd, Great Falls, Montana,
March 1970
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Mr. Todd felt there were several considerations
which favorably disposed Hickory Farms to his application
for a franchise.

First was his net worth.

He believed that

Hickory Farms would require him to have a net worth of at
least $7 0 ,0 0 0 to even be considered for a franchise.
this requirement.

He met

Second, he had thirteen years experience

in the wholesale and retail food business.

Mr. Todd felt

that this was the most important factor in his selection.
Third, he already had arranged for an acceptable location in
the Holiday Village Shopping Center in Great Falls.
In October, 19^7, Mr. Todd opened the 1 09 th
Hickory Farms store.

He had invested over $62,000 in this

venture by the opening day.

The Great Falls area was one of

the smallest population centers to be granted a Hickory Farms
franchise.

This outlet ranked ninety-sixth in size.

In

spite of this fact, the Grand Opening was the third largest
in the history of Hickory Farms, based on gross sales for
the initial week.

One year later, Mr, Todd opened his sec

ond store in Boise, Idaho, at a cost of $53*000, the lowest
cost outlet in his chain.

The Grand Opening for this store

was even larger than the one in Great Falls.
Multiple store locations have a habit of bringing
on new problem areas, and this was no exception.
planned to "do the job right."

Mr. Todd

He started by hiring two

young college graduates to run both of his outlets.

This,

he thought, would provide the necessary level of management

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

32
to properly operate his outlets.

After a few months in

operation, Mr. Todd noted that one store always seemed to
be "off" in the cash receipts.

An investigation found that

the manager was putting his hand into the till.
replaced.
uate.

He was

The replacement was, again, a young college grad

This new manager worked hard, but "never really

developed a feel for the business."

He was always running

out of stock on items he knew sold well, and was always
over-stocked on slow movers.

Mr. Todd pointed out that

proper stock balance is important when dealing with food.
At the other store, things were barely satisfac
tory.

It was late October when Mr. Todd checked in to see

how the operation was progressing.

With the big season for

Hickory Farms products just around the corner, Mr. Todd found
that the manager was not at all prepared for the holiday
season.

He had only placed normal replacement orders to

supply the store.

No provisions had been made for the high

demand of the season.

The store was swamped with customers

and the manager had nothing to sell.
Mr. Todd took drastic action and changed his
entire management program.

He felt that there just was no

substitute for experience.

Today, the managers in his two

stores are forty-eight and forty-nine years old.

The new

store in Minneapolis will have a "young" manager of thirtynine years.

Mr. Todd is now quite satisfied with his man

agers' performance.

The store manager's pay is $800.00 per
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month, and 5

per cent of the gross profit before tax.

His

managers are

given goals they must meet for the

One

year.

is a 10 per cent increase in gross sales after the second
year of operation.
Mr. Todd’s third store located in Minneapolis will
be used to show how Hickory Farms helps in the planning and
development of a new store location.

Again, Mr. Todd found

the location

on his own and he arranged for the

lease con

tract before

contacting Hickory Farms. The new store will

be located in Southdale, the leading shopping center in the
seven county Minneapolis/St. Paul metropolitan area.

The

rent will be $16,800 or 5 per cent of gross sales, which
ever is higher.

During December, I969 Hickory Farms was

contacted, site approval was made, and the contract was
signed.

It was now time to begin construction.

Hickory

Farms supplied Mr. Todd with all the needed blueprints for
the 3,000 square foot store in the center.

It was up to

I/Ir. Todd to arrange for the contractors to do the actual
remodeling.
$ 2 6 ,0 0 0 .

The cost of remodeling was estimated at

Next the merchandise had to be arranged for.

Hickory Farms took care of this.

It ordered $35»000 worth

of stock to supply the store during its Grand Opening.
Mr. Todd has supervised the construction, and set April 2nd,
as the date for opening.

However, the representative from

Hickory Farms was busy that week and could not be present.
Mr. Todd said, "We don’t open a store unless everything is
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perfect.”

The opening date was set for April 8th, and the

Hickory Farms representative planned to he present.
Mr. Todd expects the Minneapolis area to be quite
profitable.

He expects sales to run

this store alone.
opening two

$400,000 per year in

Arrangements have already been made for

more outlets in the Minneapolis area.

Mr. Todd’s

present outlets net him l6 per cent to 18 per cent of gross
sales before taxes.
stable rate.

He claims that this is a constant and

There is no reason why these new stores will

not net the same.

This net is after all expenses, includ

ing payment of the manager, have been paid.
Once in operation. Hickory Farms provides Mr. Todd
with weekly reports on how he is doing.

The home office

notes any irregularities in his operations, and makes sug
gestions for improvement.

Hickory Farms also provides him

with the advertising copy for his local sales promotion.
Color print handouts are also supplied.

However, the largest

single service is the quality products supplied at a low
cost.

Mr. Todd never worries about the quality or price of

his merchandise.
Hickory Farms.
is assured.

Retail and wholesale prices are all set by
In this way, his gross profit before expenses

The rest is up to him.
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Conclusion
For Mr. Todd, the Hickory Farms estimate of
$35»000 was not accurate.

In fact, the difference amounted

to $18,000 for his lowest cost outlet.

This cost differen

tial is significant, and points out the importance of proper
financial planning before signing a franchise contract.
Second, the franchisor, in this example, did not provide a
"turnkey” operation for the franchisee.
find his own location in every case.
spent weeks supervising construction.

Mr. Todd had to

Once found, Mr. Todd
Third, the franchisor

had not developed a workable system of management training.
All of r>îr. Todd's original managers had taken the Hickory
Farms management training course.

Yet he was forced to re

place these men and employ new managers that had previous
experience in the retail sales business.
Justification of a longer training program seems
to be present.

The retired Air Force officer is in a unique

position to take advantage of an extended training program.
Many individuals could not afford an extended training period
The retired Air Force officer could, because he is not to
tally dependent on current employment for his income.

The

franchisor could take advantage of this in providing exten
sive training for inexperienced franchise holders and their
managers.

In this respect, it may be to the franchisor's

advantage to give preference to retired Air Force officers.
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Further research in this area is needed.
A fast service food franchise will be the subject
of Chapter V.

McDonald's, represents a highly successful

and profitable franchise operation.
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CHAPTER V

MCDONALD'S CORPORATION

The Franchisor^

Introduction

The big "McDonald's Hamburger" sign is known
throughout the United States for fast food service and qual
ity food products.

This chain of hamburger restaurants has

sold over five billion hamburgers.

Successful franchise

dealers have various employment backgrounds.
owner is a retired Air Force colonel.
commander.

One franchise

Another is a Navy

McDonald's claims that a prospective franchisee

will need approximately $63,000 initial capital to be con
sidered for a franchise location.

Information for this section was obtained through
personal correspondence with Mr. John Pranke, Assistant
Regional Franchise Manager, McDonald's Corporation,
Hollywood, California, March, 1970.
37
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Origin and Growth
In 1 9 5 5 » Ray Kroc, now chairman of the Board of
McDonald's Corporation, was selling multiple malted milk
mixers.

It was a new concept in mixers invented by a close

friend, Earl Prince.

The mixer was able to make five malts

at one time, and seldom broke down.

One outlet in San

Bernardino, California had purchased eight of the multi
mixers.
before.

No other customer had ever purchased that many
2
Mr. Kroc said, "This I have to see."
When he

arrived. Mac and Dick McDonald were selling 15 cent ham
burgers just as fast as they could make them.

People were

waiting in line "clamoring for more."

Mr. Kroc said to the

McDonalds, "You are doing marvelously.

Why don't you put

these stores up all over?"^

At that time, Mr. Kroc felt

the real money was in selling the multimixers.

He thought

he would become a rich man, if he could put eight units in
each McDonald's location.
interested.

However, the McDonalds were not

They were happy with just the single outlet,

and had no desire to branch out.
lead to new problems.

Both felt it would only

Mr. Kroc still felt that more outlets

of the McDonald type would open up a substantial market for
^"Appealing To A Mass Market," Nation's Business.
July, 1 9 6 8 . p. 7 2 .
^Ibid.
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the multimixers.

In 1955» Mr. Kroc signed a ninety-nine

year contract, which gave him exclusive rights to operate
outlets based on the one owned by the McDonalds.

In the

contract, it was stated that Mr. Kroc could not change any
thing in the operation.

This included the menu, prices,

quantity and quality of the food, and every detail of the
building construction.

He could ask for exceptions, but

they had to be in writing and sent by registered mail.

For

this the McDonalds would receive one-half of 1 per cent of
the gross sales.
The first outlet was opened by Mr, Kroc in April
of 1955'

The second, which was the first franchised outlet,

was opened by Art Bender, in September of 1955» In Fresno,
California.

Gross sales for 1955 were $235,000.

It was at

this time that Mr. Kroc noted that the real profit in this
business was not in supplying the multimixers, but in sell
ing the products.

This change in thinking required changes

in the basic operation.
the contract.

But no changes were permitted under

The McDonalds did not care if he made changes,

but they could not be bothered with sending registered let
ters every time Kroc wanted something changed.

In i9 6 0 ,

Mr. Kroc called the McDonalds and offered them $500,000 to
purchase back the original contract, and to buy the exclusive
unconditional rights to the McDonald name and operation.
Dick and Mac thought it over and replied, ”We have a price.
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Take it or leave it, $2.7 million.**^

In January of I9 6 I,

Ray Kroc paid Mac and Dick McDonald $2.7 million for all
rights to the McDonald concept and trademark.
McDonald's now has 1,021 franchised outlets, and
191 company-owned outlets in operation.

New franchises are

being opened at the rate of over one hundred per year.
McDonald's keeps more than one hundred approved franchisees
on the waiting list at all times.

Most must wait about

one and one-half years, after approval, before being offer
ed a location.
The McDonald's Corporation sold almost $90 mil
lion worth of goods and services in I9 6 8 .

Total sales for

all outlets (company-owned and licensed) were over $335
million.

McDonald's outlets purchased over 180 million

pounds of potatoes, 67 million pounds of hamburger, 6 6 O
million buns, 2 million gallons of ketchup, and over one
million gallons of pickles to satisfy customer appetites.
McDonald's is the nation's largest buyer of hamburger, with
the exception of the U. S. government.
Mr. Kroc feels he has been successful, but is not
about to give up trying to improve his operation.

He owns

about two million shares of stock in McDonald's Corporation.

^Ibid.
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General Policy
McDonald's is one of the most sought after fran
chises available.

Because of this, McDonald's can, and is

most selective in approving applications for franchised out
lets.

McDonald's prefers that the applicant have some bus

iness background and ambition.

They are not interested in

individuals whose goal is to play golf all week.

The indi

vidual’s character is quite important.

His attitude toward

his family and community is evaluated.

One must be a

"joiner" if he plans to operate a McDonald's franchise.
Since over 90 per cent of sales originate from the local
neighborhoods, McDonald's works toward building an image in
the individual customer's mind.

For this reason, you will

never find a jukebox, cigaret machine, pinball machine, or
telephone located in a McDonald's outlet.
Mr. Kroc claims that the reason for McDonald's
success is the quality control of the food sold.

On the

average, it takes fifty seconds to serve the customer a
hamburger, milk shake, and French fries.

To set up the

system that produced this, took years of development.
Today, everything is spelled out for the franchisee in a
confidential booklet published by McDonald’s.

The exact

specifications for the hamburger and buns are given.

The

bun, for example, is 3 and 3/4 inches in diameter.
McDonald's has always made it a policy to purchase all it
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can at the local level.

Also, McDonald's, or their exec

utives, own no stock or have any interest in the few na
tional suppliers it does have.

The company goal is to earn

profits on what goes out of the store, not on what is being
sold to it.

However, local suppliers must meet the high

standards set by McDonald's.
Capital Investment
Once approved by McDonald's, the individual is
put on the waiting list of accepted investors.

At this

time, two deposits totaling $4,000 are paid to McDonald's.
This deposit is applied to the initial franchise fee of
$10,000 when the individual is offered, and has accepted
a specific location.

The franchise fee pays for several

items received from McDonald's.

First, the franchisee will

be granted an exclusive license to operate a McDonald's out
let in a specific location.

Second, it includes assistance

in making contracts with local suppliers.

Third, "home

office" help is given to the franchisee at its Grand Opening.
Fourth, the franchisee is sent to "Hamburger University"
located in Elk Grove Village, Illinois.

This is a fifteen

day course, which acquaints the owner/operator with the
McDonald's operation.

The basic curriculum at H. U. leads

to a Bachelor of Hamburgerology degree.
three basic themes.
ment techniques.

The program includes

They are food, equipment, and manage

Travel to and from H. U. and personal
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expenses are not paid for by McDonald's.
Once actual store development begins, an addi
tional $100,000 will be needed.

Of this amount, $59,000

must be available in cash by the franchisee.

Using an

average size store of 1 ,5 0 0 square feet, and parking for
fifty cars for a total of 23,000 square feet, McDonald's
breaks down the initial cost as shown in Table 4.
TABIÆ 4
COSTS FOR AN AVERAGE MCDONALD'S OUTLET

McDonald's Site Development Fee

$ 2 ,5 0 0 .

McDonald's License Fee

1 0 ,0 0 0 .

Security Deposit Against The Lease

1 5 ,0 0 0 .

Net Cost of Arches, Signs, and Neon Work
(Cash down payment on total net cost of
$13,500.)

2 ,5 0 0 .

Food Service Equipment
(Cash down payment on total net cost of
$55,000.)

1 5 ,0 0 0 ,

Miscellaneous Cash Requirement

18,000.

Total Cash Required

$6 3 ,0 0 0 .

Source:

McDonald's Corporation, Chicago, Illinois, March,
1970.

Notes :
The cash requirement can be reduced by agreement to
a service fee of 4 per cent (instead of 3 per cent) by
waiver of the $2,500 (Site Development Fee) and the $10,000
(License Fee).
The fresh product inventory, food, paper, and con
diments cost approximately $ 5 ,0 0 0 which are needed to open
the unit. Usually these items are not paid for until after
the unit is in operation.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

44In addition to the specific capital requirements,
some additional cost should be expected due to local price
variation.

McDonald's is not interested in any individual

that does not have the necessary capital.
is required to obtain his own funds.

Each franchisee

Any borrowing, that

becomes necessary, must be found and secured by the fran
chisee.

The only type of direct financing available from

McDonald’s is the waiver of the $2,500 site development fee
and the $10,000 license fee.

McDonald's requires 1 per cent

of gross sales for this waiver.
Once in operation, the franchisee is charged a
service fee of 3 per cent of gross sales.

This amount is

paid every six months to the McDonald's Corporation.

The

land and building are leased to the franchisee for twenty
years.

Rent paid to McDonald's is about 8 per cent of gross

sales."

Of course, only approved food items can be sold from

a McDonald's franchised store.
Profit Potential
If operated according to the McDonald's franchise
plan, a franchised operation can be a very profitable ven
ture for both McDonald's and the franchisee.

The average

McDonald's store location, had gross sales of over $330,000
in 1 9 6 8 .
$ 5 0 0 ,0 0 0 .

Seventy-five outlets had gross sales of over
Of this, McDonald's states that average food and

paper costs run about 39 per cent of gross sales.

This

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.

45
leaves 61 per cent of gross sales for other expenses and
profit.

These other expenses, including rent, payroll,

utilities, franchise fee payment to McDonald's, and others
total about 46 per cent of gross sales.
per cent net profit before taxes.

This leaves a 15

Taking his percentage

times gross sales gives a figure of about $ 5 0 ,0 0 0 before
tax income.

McDonald's indicates that franchised owners

with four or more outlets often become millionaires.
McDonald's would not release sample profit and
loss statements.

They feel that individual operators

affect the figures, and to present them without explanation
would not be beneficial to the prospective franchisee.
Samples, however, will be made available during a franchisee
interview at the time of selection.

Also, McDonald's will

not release a sample contract for evaluation.

"These doc

uments are held in strictest confidence for obvious rea
sons."^
In contrast, McDonald's would release a statement
giving exactly what the franchise could expect to receive
for the 3 per cent of gross sales that is paid to the cor
poration.

This information is presented in Figure I.

^John Franks, Assistant Regional Franchise^
Manager, McDonald's Corporation, Hollywood, California,
Personal Letter, March, 1970.
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Figure I
BENEFITS PROVIDED BY THE MCDONALD'S
SYSTEM, INCORPORATED
1. McDonald's System, Inc., negotiates volume contracts
with all purveyors and suppliers. These contracts are
based on high quality and low prices. McDonald's makes all
items available to the individual operator at the exact con
tract price. The overall advantage of this centralized buy
ing power reflects a saving to the operator of at least 4
per cent of his sales.
2. Arrangements are made for the new operator to spend at
least seventeen days in training and indoctrination into the
business at Hamburger University. At opening a trained
McDonald's consultant is sent to each unit for no less than
three days. He will take charge of the opening of the unit,
assist in training the employees, and generally oversee the
opening to assure greatest efficiency.
3. McDonald's has a fully proven and tested system that
enables an operator to sell the limited number of food items
at a price well below market on a highly profitable basis.
4. The standards of high quality are maintained throughout
all the operating units by virtue of centralized buying on
periodic inspections and consultations.
5. McDonald's is available for consultation with all oper
ators and acts as a clearing house for information. We ad
vise each operator of new ideas, improved methods, and aid
him to guard against pitfalls of trials and error.
6. All the advantages of brand identification, uniformity
of color scheme, menu, and service are inherent in the
McDonald's System.
7* Each McDonald's operator can benefit by his affiliation
with experts in the specialized food field who provide test
ed and proven operating procedures for greatest efficiency
and lowest operating overhead; who outline policies for the
best interests of the McDonald's operators, which policies
are designed to promote and protect each operator as well as
the public interest and who provide personalized assistance
and guidance.
Source»

McDonald's Corporation, Chicago, Illinois, March,
1970
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The Franchisee^
The McDonald's franchisee used as an example in
this paper requested that his name and the exact location
of his outlet be withheld.

The name used in this section

is based on the first name of the author, and has no resem
blance to the actual franchisee.

The location of this fran

chised McDonald's outlet is similar to other locations pre
sented in this paper.

All other information is exactly as

given by the franchisee.
Mr. Douglas is forty-one years old, and a native
of Phoenix, Arizona.

He first became associated with

McDonald's some years ago, as an investor.

His wife does

not actually work in the outlet, but could run the business
if Mr. Douglas was unable to do so.

Her knowledge is based

on daily operational reports made up at the store level.

In

addition, guidance would be provided by the McDonald's
Corporation.
Mr. Douglas graduated from the University of
Wyoming in 19^9.

At this time, he returned to Phoenix and

started a sales career.
selling jet engines.

He began working for Air Research

During the following years, he entered

into several small business ventures.

These consisted of an

electronic sales company and a land development company.

^Information for this section was obtained through
a private interview, March, 1970.
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Then an important event took place in his life, one that
would eventually require his life savings to develop.

A

friend applied for, and was granted a franchise location in
Phoenix.

Mr. Douglas loaned money to his friend to help

finance the Phoenix McDonald's franchise.

Over time, Mr.

Douglas became acquainted with the operation and saw just
how profitable it was.

Mr. Douglas stated that he felt the

McDonald's franchise operation could "provide the best all
around return on his capital."
In 1 9 6 7 , Mr. Douglas made application to the
McDonald's Corporation for a franchise location.

Late that

same year, he was accepted, paid the $4,000, and was put on
the waiting list.

Mr. Douglas waited approximately one and

one-half years before his name came up for a location assign
ment.

Mr. Douglas was offered two new locations.

The first

was a Texas site and the second was in the Northwest.

He

chose the later, and signed the contract and twenty year
lease agreement in June of 1 9 6 9 »
At that time, McDonald's had already purchased the
land and had begun site development.

Mr. Douglas put in his

$59»000 in cash, and had arranged for a $9 2 ,0 0 0 loan on his
own credit rating.

This figure is substantially higher than

that quoted by McDonald's.

When asked why it was so high,

Mr. Douglas replied, "There is $25,000 in this basement
alone that they (McDonald's) do not figure in."

This

includes $4,000 more in inventory required to open, uniforms.
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extra food equipment, office equipment, office space,
employee room, and other supplies.

"And that's not all,

now more parking space is required."

Mr. Douglas estimated

that an additional $60,000 will be required to put in the
expanded parking area.

"Whatever McDonald's says is needed,

you can just about double it."

Mr, Douglas stated. "An

extra $10,000 was needed to provide for indoor seating
alone."

On Opening Day, Mr. Douglas had a total investment,

including borrowed capital of $165*000.
Some problems developed during the period before
opening.

Even though the building and equipment are in

stalled by McDonald's "at a very low price," all problems
were handled by Mr. Douglas.

Equipment deliveries were late.

It was up to Mr. Douglas to find out what happened.

The

purchase order for the seating was not handled correctly.
Again, Mr. Douglas stepped in.

As stated before, all food

merchandise is locally supplied.

In most locations, this

is no problem, as many vendors are bidding to supply the
volume of buns and hamburger required by a McDonald's fran
chise.

Mr. Douglas used twenty-two tons of hamburger during

his first sixty days of operation.

However, in this loca

tion, no one wanted to, or could supply the meat. McDonald's
requires exacting ingredients, and will not compromise.
vendor needs to supply the meat in large quantities#

The

In

Great Falls, however, considerable time and much negotia
tion took place before even one vendor could be found who
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would supply the hamburger.

The same thing happened with

buns.
In time, all problems were solved, and Mr. Douglas
opened his McDonald's franchise in October, I9 6 9 ,
men had been helping him all along.

Company

Now, these company men

were at the counter waiting on customers.

New employees

were being trained by example, to run the business.
Douglas was out front taking customer orders.

Mr.

People could

not find a place to park, and lines formed to buy the
"McDonald hamburger."

The only reaction could be, "That's

wonderful, you must be making a killing."
the case.

But this was not

Employees were still new, even the manager was

just learning, and costs ran high.

Inventory ran out, and

replacement had to be flown in, as the local supplier could
not handle the demand.
For the first month of operation, profits ran
under one per cent of gross sales.

After the second month,

it had increased to just over one per cent.

Mr. Douglas was

making a profit, but not at the level suggested by McDonald's.
His goal is fourteen per cent profit on gross sales before
tax.

He hopes this goal can be reached by the end of this

year, or early next.

Sales for his first full year of oper

ation are estimated at $400,000.

This is above the average

for all McDonald outlets.
The operation is just starting to shape up.

Mr.

Douglas' employees can now serve about as fast as the "home
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office" help could when he first opened.

The manager has

had some experience in handling his men.

Mr. Douglas says

his biggest problem now is purchasing.

Local supply of

food and material takes constant management and supervision.
Retail prices are set by McDonald’s, but supply prices are
not, and therefore, can be negotiated.

Mr. Douglas believes

that purchasing is the single most important area of his
business.
Mr. Douglas hopes to open more franchised
McDonald’s locations.

This will, of course, depend on how

well this operation turns out.

Expansion is planned for the

city he is now in, and for other locations in the state.
Mr. Douglas works six to seven days a week and the hours
are long.

The best advice he has for others who plan to

enter "franchising" is to make sure they have the necessary
capital.

It’s expensive, and it takes months before any

return is realized.
Conclusion
Mr. Douglas’ experience with McDonald’s was, in
some respects, quite similar to Mr. Todd's experience with
Hickory Farms.

Both men were required to invest amounts of

capital much greater than initially suggested by the parent
franchise corporation.

Both men emphasized the need for

proper financial planning.

Second, Mr. Douglas did not

have the experience, and was not trained by McDonald’s to
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handle the purchasing problems of a McDonald's franchise.
Since retail prices are established at lov/ levels, proper
purchasing is vital to successful operation of the fran
chise.

It seems franchisor guidance in this area is ur

gently needed.

Third, Mr. Douglas has had his franchise

in operation for several months, but has not reached an
acceptable profit level.

He still must pay his personal

obligations during the initial months of operation.

Mr.

Douglas has had to set aside savings for this purpose.
Again, the retired Air Force officer would have
some advantage over many others in small business opera
tions.

Often franchises will operate at a low or zero

level of profit for the first few months.

This period can

represent a hardship on those who have invested their life
savings into the business.

The retired Air Force officer

is in a good position to withstand this demand on assets
because his income would not be totally dependent on earn
ings from the franchise.
Information in Chapters IV and V indicated the
requirement for large amounts of capital to enter fran
chising.
true.

It must be pointed out that this is not always

One Hour Martinizing is a franchise that requires

only $12,000 initial investment, according to the Martin
Sales Company.

Information on this franchise opportunity

is contained in Chapter VI.
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CHAPTER VI
ONE HOUR MARTINIZING
The Franchisor^
Introduction
One Hour Martinizing is the least expensive of
all franchises presented in this paper.

It is also the

oldest, established in 19 ^9 » and has the most franchised
outlets.

Many One Hour Martinizing franchise owners have

multiple store operations.

This is encouraged by Martin

Sales and often leads to a full time management position.
The Company
Martin Sales is quite different from other fran
chise companies presented in this paper.

First, it is a

subdivision of a major United States Corporation.

To be

exact, Martin Sales is a division of American Laundry
Machinery Industries, which in turn is a division of the
McGraw-Edison Company.

McGraw-Edison is listed on the

Information for this section was obtained through
personal correspondence with Mr. Michael Devanney, Sales
Manager, Martin Sales Company, Cincinnati, Ohio, March,
1970

.
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Fortune '*500" list of largest corporations.

Martin Sales

claims to be part of a two billion dollar per year market,
and they claim that this figure will continue to grow along
with our population and increasing number of white collar
workers.

There are over 3,000 "Martinizing" outlets, lo

cated in England, South America, Caribbean Islands, Central
America, Canada, as well as the United States.

Second,

Martin Sales obtains all its income from the sale of equip
ment.

This equipment is the secret of the "Martinizing"

process.

The dry cleaning service offered by Martin is

fast, simple, and efficient.

The operation is almost auto

matic which leads to the term "One Hour Martinizing."
Martin claims that the real cost saving is a
combination of speed and lower fluid costs.

Martin*s

cleaning equipment is based on a two step cleaning process.
First, the clothes are placed in the cleaning drum.

It

looks like a large washing machine, but uses cleaning fluid.
On the side of this machine is a large filter.

This filter

is able to remove most all impurities from the cleaning
fluid and make it ready for reuse.

On conventional systems,

the fluid must be completely changed twice daily.
outlets never need replace their fluid.

They must just

replace that amount which the filter traps.
flushed clean once each day.

The filter is

Next, the clothes are put into

a second machine, which resembles a dryer.
fluid is removed.

Martin

Here the excess

A "sniffer" is located on the side of
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this machine.

When the fluid has been removed, the "sniffer"

will stop the cycle and the clothes are ready to be pressed.
The "sniffer" requires service once every three days.

Nor

mal service on both units can be easily carried out by the
franchisee or store manager.
Martin does not supply any of the materials need
ed to operate the equipment once it has been installed.
Supplies, such as cleaning fluid, are purchased at the local
level.

Of course, Martin will service its equipment if a

breakdown or malfunction should occur.
Initial Application and Cost
Martin shows that the type of individual that
normally opens a franchise is thirty-five to forty-five
years old.

He has no previous experience in the dry clean

ing operation, but does have some managerial background.
Martin seeks an individual who is a self-starter, and one
who will look after details.

Also, if Martin is to finance

any portion of the business, it would require an individual
to have a total net worth equal to the total cost of the
franchise.

Martin has no educational requirement.

They

have accepted individuals with almost any type of background.
Martin strongly suggests that floor space for
Martinizing outlets be leased.

It is up to the individual

to find a store location and to negotiate for a rental
agreement.

Martin will then come and approve the site.
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Martin has no objection to one franchisee owning several
outlets.

In fact, they often encourage it.
The initial cost of establishing a Martinizing

outlet runs approximately $30,000,
10 per cent down payment.

Martin only requires a

However, they feel $12,000 is

necessary in cash to establish an operation.

This assumes

the individual has made arrangements for obtaining rental
space,

If the franchise must have its own building, Martin

has a pre-fabricated one for sale.

The cost of the build

ing is in addition to the amount stated above.

Also, Martin

charges a flat franchisee fee of $1,000 for the first three
years.

After the third year, a flat charge of $500 is made

on an annual basis.

This franchisee fee is used to pay for

the Martinizing national advertising program.

In fact,

Martin usually adds its own capital to the advertising fund
to help boost store sales,

Martin also sells shirt launder

ing equipment, which can be included in the individual's
operation.

This can be installed originally, or at any time

after the franchise is in operation.
tional equipment is $12,000.

The cost for this addi

Training is provided at com

pany expense, at a local Martin outlet.

This means there

are no travel or travel-related expenses for the individual
during his training period.
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Profit Potential
Martin states that a new Martinizing dry cleaning
plant should break even within the first six months of oper
ation.

In fact, 90 per cent of all new outlets will be in

the black by the end of the first year.

The second year

should show a 25 per cent to 50 per cent increase in gross
sales over the first year.

Most of the growth in sales will

develop during the first five years of operation.
that, gross sales begin to level off.

After

Sales are generally

seasonal and about 75 per cent of total gross sales will be
earned during the winter months.

Profits should remain con

stant at 20 per cent to 25 per cent of gross sales.

The

average Martin outlet will provide the owner with $20 to
$25 thousand in yearly income.

The Franchisee

2

Mr. Cecil Evans first became associated with
Martin Sales eight years ago.
and is married.

He is fifty-eight years old,

His wife often works at the counter of his

Helena store location.

She is completely familiar with the

operation, and could operate it if Mr. Evans were unable to
do so.

2

Information for this section was obtained through
a private interview with Mr. Cecil Evans, Helena, Montana,
March, 1970
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Mr. Evans has a high school education.
in the Navy during World War II.

He served

Before entering the fran

chise field, he operated a bar and grill in the Lewistovm
area.

Mr. Evans is a native of Lewistovm and has always

lived in Montana.
Franchising was introduced to Mr. Evans by his
son.

At that time, his son was looking for a business to

operate while going to college in Missoula.

Mr. Evans

financed the original capital needed for his son to open a
One Hour Martinizing store.

After seeing just how profit

able the operation was, Mr. Evans moved to Helena, at the
age of fifty-one, to start his first Martinizing franchise.
Soon after, his son-in-law. Jack French, became interested.
Mr. Evans and Mr. French became partners and opened an out
let in Bozeman.

When his son graduated from college he was

no longer interested in operating the Missoula store.
Evans was not ready for
Missoula outlet.

Mr.

further expansion, and sold the

About four years ago, Mr. Evans felt he

was again ready for expansion.

He gained approval from

Martin to open two stores in the Great Falls area.

These,

it was originally planned, would be run by hired managers.
Mr. Evans does not agree with Martin that it
takes $12,000 to open a
more like $15,000.

Martinizing plant.

He says it is

He agrees that it does take at least

six months to make a profit.

The extra cash is used to

finance this low or no profit period.

Sales for the first
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year will average about $850 per week (that's $44,200
yearly gross sales).

After about five years, he feels gross

sales should run at the $ 1 ,0 0 0 to $ 1 ,5 0 0 per week level.
(This is $62,400 to $78,000 gross sales per year.)
Space rental is an important part of Mr. Evans'
operational expenses.
operate an outlet.

It takes about 2,l60 square feet to

Also, if a laundry is included, an

additional thirty square feet will be required.

Mr. Evans

rents his outlets on a flat charge of between $ 2 . 5 0 to
$ 3 .0 0 per square foot.
the contract.

No percentage of gross sales is in

Mr. Evans thinks that parking space and easy

accessibility are key factors in the selection of outlet
locations.

The customer demands fast entry and exit from

a dry cleaning store.
Expected profit levels have not been as high as
projected by Martin Sales.

Mr. Evans only clears about 12

per cent of gross sales before tax.

He stated that Martin

is just not realistic in its 20 per cent to 25 per cent
figure.

"It's just not that high.

limit is just not possible.

Also, the one hour time

Some people expect us to clean

items, such as a wedding dress, in one hour.

It just can't

be done."
Mr. Evans has had other problems in the operation
of his stores.

When the two plants were opened in Great

Falls, he hired managers to operate them.
began to drop.

Then, sales

Gross sales had been averaging about $800
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per week in both locations.
to $350 per week.

Mr. Evans felt the market had dropped

right out from under him.
ing.

Soon the level had decreased

And things just were not improv

Two years later, Mr. Evans felt action was required.

He temporarily moved up to Great Falls to run both outlets.
He fired his managers.

Sales increased almost overnight.

Soon they were back up, and exceeded $800 per week.

Today

Mr. Evans runs both Great Falls stores from his Helena
plant.

There are no managers now.

The counter girl is in

charge of the money, and opens and closes the store each
day.

The other employees carry out their respective duties.

If any problem develops, such as one employee being ill,
they call Mr. Evans.

He handles all problems, and empha

sized that no employee is in charge of any other.

Mr.

Evans finds that his outlets in Great Falls are just not as
profitable as his Helena operation.

Quality and quantity

of the work done is just not as high.

He states that no one

can do the job as well as the individual that has his cap
ital invested in the operation.

There is no replacement for

owner management.
Martin Sales helped Mr. Evans the most during
original store development.
tion himself.

Mr. Evans had to find the loca

However, the factory representative was quite

helpful in looking over the proposed site and in making
suggestions for lease contract clauses.

Once rented,

Martin provided him with complete plans, and ordered all
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equipment.

Martin even helped make arrangements with local

suppliers to furnish the franchised outlet with needed
supplies.
Mr, Evans is still quite happy to be associated
with Martin Sales.

He enjoys his work and finds the Martin

Sales representative helpful in his operation,

Martin hopes

to have an improved cleaning fluid on the market soon.

If

this happens, Mr. Evans will buy directly from IVIartin.

The

improved fluid will help reduce costs without sacrificing
cleaning ability.

At the present time, Mr. Evans has no

plans for further expansion.

He employs thirty-four people

in his four plants, and is content with his present opera
tion.
Conclusion
The franchisor seems to be capable of training
the franchisee to operate equipment, but lacks the ability
to train him in management concepts.

Both Mr. Evans and

Mr. Todd suffered financial loss due to ineffective store
managers.

Both solved the problem individually without

assistance from the franchisor.

This fact points out the

need for management experience in the operation of a fran
chise.

Profitable franchises result from proper management,

not from franchisor directives.

Again, the retired Air

Force officer has this vital asset.
thirty years managing people.

He has spent twenty to

His job has required him to
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obtain effective results from the men under him.

These

management techniques developed over the years can be
effectively applied in a franchise.
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CHAPTER VII
CONCLUSIONS
The Franchise
The reputable franchisor will never promise a
successful operation and high profits to any franchisee.
Figures given in Chapter III show the reduced risk in fran
chise operations, but it does not guarantee success.

A

continuing relationship must be developed between the fran
chisee and the franchisor, with both having a mutual need
and interest in each other.

Once this is established, the

franchisee is in a position to take advantage of the guid
ance and experience of trained experts in the chosen field.
Franchising can eliminate the need for the franchisee to
spend years developing a workable system of business opera
tion.
The franchisee can expect the franchisor to assist
him with five basic and important areas of small business
development.

First, an established product name will be

licensed to the franchisee.

This product represents a brand

name which has already been proven successful.

The public

usually knows the products and trusts the company backing
it.

A proven idea for sales and profits is an extremely

63
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valuable asset to successful business operation.
Second, the quality of products being sold is
guaranteed,

The franchisor has already spent the capital

required for research and development of approved products.
Central purchasing assures uniform quality.

If central pur

chasing is not possible, the franchisor will require pur
chases to be made from approved suppliers who meet the
established high standards.

Quantity discounts are generally

obtained, and passed on to the franchisee, when central pur
chasing is used.

Uniform prices and products combine to

help all franchised outlets increase sales and profits.
Third, location development and financial aid is
supplied by the franchisor.

Many franchisors require that

they approve any site for a franchise location.

Once the

site is selected, complete blueprints, along with sources
of supply are provided by the franchisor.

The franchisee

need not be concerned with architectual and engineering
development.

McDonald's, for example, invests all the nec

essary capital for site development.
rented to the franchisee.

The outlet is then

This means that a limited amount

of the franchisee's capital need be invested in land and
building.

For this same reason, generally, franchisors

prefer leased arrangements.
directly from the franchisor.

Often financing can be obtained
If this is not the policy,

independent financial sources of capital are available.
The franchise represents a proven product with a proven
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record of success.

McDonald's, for example, does not loan

any capital to the franchisee.

However, GIT Financial

Corporation and General Electric Credit Corporation are
eager to loan money to McDonald's franchise holders, and
consider them excellent risks.
Fourth, all initial training and continued super
vision is supplied by the franchisor.

Just as three months

of Officer Training School does not develop the professional
military officer, one month of franchisor training does not
assure successful franchise operation.

However, it does

supply him with the basic understanding of the operation.
Course studies deal with proven business techniques, which
have been developed over many years.

When this phase is

complete, the regional supervisor takes over.

He guides the

franchisee through initial development, and provides con
tinued supervision after opening.

The franchisor also be

comes a source of new concepts and vital comparative stat
istics that are necessary for improving sales and profits.
Fifth, promotion ideas and actual advertising
copy are provided by the franchisor.

Few small businessmen

could afford national advertising campaigns.

Through com

bined contributions from all franchisee outlets, the fran
chisor is able to provide extensive promotion programs for
the benefit of all.

The franchisee's contribution is often

quite small when compared with the cost and success of these
promotion programs.
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The franchisor does not provide all the above
without making certain demands.

Every prospective fran

chisee must be made aware of this fact.

First, the fran

chisor will demand some control and often complete standard
ization of his franchised outlets.

Established rules have

been set up for successful operation and they must be fol
lowed.

Quality of product, service, and cleanliness are

usually written into the contract.

This means that the fran

chisee is not his own boss on every decision.

The franchisor

demands he relinquish some control in return for his proven
formula.
Second, the franchisor will always require a re
turn on his investment.

Normally, this is represented as

a set percentage of the franchisee's gross sales.
are also made in other areas.

Profits

McDonald's requires a $10,000

franchisee fee be paid for the license.
made on products sold to the franchisee.

Often profits are
Martin Sales makes

its profit on the original sale of equipment; McDonald's
makes additional profit on rent paid for store location.

Capital

The capital requirements for all the presented
franchises are substantial.
franchises are expensive.
little capital.

This does not mean that all
Some can be started with very

Some others require even greater amounts.
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But the amount needed is increasing every year.

The low

est cost franchise evaluated here is the One Hour Martin
izing plant.

It requires $1 2 ,0 0 0 to $1^,000 of the fran

chisee's capital.
$ 3 ^,0 0 0 .
higher.

Hickory Farms only stated they required

Actual initial cost for store locations are much
Mr. Todd's outlets cost him between $50,000 and

$70,000 per unit.
inventory alone.

His newest store required $35,000 in
McDonald's also requires well over

$50,000 in owner cash assets to even be considered.

In

summary, establishing oneself in a franchised business is
expensive compared with an Air Force officer's ability to
accumulate savings.
Normally, the Air Force officer will not meet the
capital requirements, unless he has taken it into account
when planning for retirement.

Based on current military

pay levels, it may exceed the officer's ability to accumulate
capital.

But this does not mean it's impossible.

Once the

officer decides to make the Air Force his career, he should
start saving if he plans a business career after retirement.
Retirement pay is generally no more than adequate to provide
for normal living expenses.

It is not adequate to establish

the capital for small business development.

As a Captain,

the officer should develop a program that will accumulate
sufficient capital assets by retirement.

Only individual

officers who have financially planned for retirement can
consider the franchise concept of civilian employment..
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Position
Being the owner of a small business franchise does
provide a similar employment position, and can make excel
lent use of the officer's personal attributes.

In fact, the

franchise owner is in almost the exact position as the Air
Force officer at retirement.
head man in his business.

The franchise owner is the

He operates his outlets on his

own, and makes all the everyday management decisions.
ever, he is not alone.

How

The franchise operates under basic

guidelines that have been established by the franchisor.
Major policy decisions are made at the franchisor level,
based on feedback from the franchised outlets.

At retire

ment the Air Force officer is working in approximately the
same level.

He would normally be a squadron commander, or

serving on a staff position at base or wing level.

This

officer would be in charge of his area, and make the every
day operating decisions.

His area of responsibility would

be governed by the basic guidelines established at higher
command channels.

The two positions are almost identical.

Effective use of the retired officer's capabilities
is as important after retirement as during his Air Force
career.

A franchise business can put his management back

ground to excellent use.
all employees.

The store owner is the manager of

Hickory Farms, Great Falls, employs seven

to ten permanent employees.

During the holiday season, this
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number increased to twenty-eight employees.

The McDonald’s

franchise employs twenty-five part time and twenty-five full
time employees.

Mr. Evans employs thirty-four people in his

Martinizing outlets.

Mr. Todd explained how an individual

must have management background to effectively operate a
store.

He claimed that there was no substitute for exper

ience and maturity.

All his managers are in the age bracket

of the retiring Air Force officer.

The officer’s experience

seems to be suitable for proper franchise management.
Return on Investment
If properly operated, a franchise can be very
profitable for the investor.

Mr. Todd claimed that profits

were "instant" in a Hickory Farms outlet.

The initial

investment should be returned in profits within the first
two years of operation.

Mr. Todd invested $62,000 in his

Great Falls location, and earns profits of over $30,000
yearly.

Return on invested capital is about 50 per cent

excluding debt,

McDonald’s claims its required investment

will be returned in three to five years.

Mr. Douglas hopes

to earn 15 per cent on gross sales of $400,000.

If he

achieves this goal, he will earn $6 0 ,0 0 0 per year.
initial investment was $63,000 in cash.

His

Martin claims that

all invested capital will be returned by the end of the
second year.

Mr. Evans earns 12 per cent (which is half the

percentage earned by other Martinizing locations) on gross
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sales of about $70,000.

This amounts to $8,400 per outlet.

His original cash dovm payment was $ 1 5 »000.
All of the franchise investors interviewed either
ovmed multiple locations or had plans to open others.

Mr.

Todd has been associated with Hickory Farms for three years
and has three outlets in operation.

Each earns him a profit

before tax of 15 per cent to 20 per cent of gross sales.
Mr. Douglas has only been operating his McDonald's franchise
for seven months.

He already has plans for expansion.

Mr.

Evans opened his first Martinizing outlet eight years ago.
Today he operates four stores.

Profits do not necessarily

double with each new store opening.

But for the experienced

manager, multiple outlets can mean income at the six figure
level.

The franchise then, can represent a more than normal

return on invested capital.
Other Considerations
In some respects, the retired Air Force officer
is in a better position than civilians to begin operating
a franchise.

Once the contract is signed with the fran

chisor, it usually takes several months before the franchise
is ready.

An average period would be four to six months.

During this time, the store location is being constructed
and the individual is being trained.

This is four to six

months of no income for the franchisee.

The cost of living

for the individual and his family continue even though he
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is not being paid.

Also, most franchises take from six

months to one year after opening to return an acceptable
profit.

The retired Air Force officer is in an excellent

position to provide for this type of financial burden since
he is receiving his retirement pay.

He may not get rich on

it, but it can certainly cover most of his normal living
expenses.

This means the retired officer is in a position

to enter the franchise field with less capital than his
civilian "brother."
The retired Air Force officer also has the advan
tage of his other Air Force related benefits before, and
after, the franchise is in operation.

Such assistance as

hospital and dental care can represent a substantial savings
in premiums when in civilian life.

Franchised stores are

usually relatively small operations.

Health insurance would

be expensive, if it were not provided as a retirement bene
fit.

After all, any business expense paid for with fran

chise funds represents a loss in profits for the owner.
Further Research
The officer considering the franchise as a pos
sible civilian employment opportunity should develop some
feel for contract law.

Because franchising of business

opportunity is a relatively recent development, few attor
neys have had experience with franchise work.

Also, there

is no generally accepted statutes, or laws controlling the
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content or form of franchising agreements and contracts.

In

fact, many franchisors keep contracts under lock and key and
class them as being "confidential."

A sample Hickory Farms

contract is presented in Appendix III of this paper.

How

ever, this author found that most franchisors would not
release a sample contract for evaluation.

Also, the fran

chisee, in most cases, was most reluctant to disclose any
part of his contract when asked.

One franchisee, whose case

study has not been presented here, was required to pay a
$2 ,5 0 0 "investment" before he could be considered for appro
val.

If approved, and then did not sign with the franchisor,

he would lose his $2,500.

Other agreements required the

franchisee to purchase goods and material from the franchisor.
These same items could be purchased on the open market at
much lower costs.
Termination provisions of franchise contracts are
most important to the franchisee.

Many individuals have

invested their life savings in a franchise.

Then when he

decides to retire, a provision in the contract requires sale
of the franchise back to the franchisor for the cost of in
ventory and depreciated fixtures.
Evaluation of franchise contracts is necessary and
urgently needed.

Contract legislation is needed to control

and hopefully abolish "hidden clauses" and fraudulent oper
ators.

One must be completely familiar with his franchise

contract before he signs it.

There is just no substitution
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for proper legal council.

Beware of the franchisor that will

not approve of you taking his contract to an attorney.

No

reputable franchisor uses high pressure to sell his fran
chise.
visions.

Take the time to be certain of all contract pro
And last, be certain to talk with individuals who

already own a franchise location.

They are probably the

single best source of accurate information.
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Ail columned figures are cumulative through the years. The success fac
tor represents the actual likelihood of still being in business; it is the inverse
of the failure rates detailed on Figure A, and is employed to statistically weight
the Gross Payoff figures. The Franchise Advantage figures are statistically sound
and reflect the advantage of the "average" franchise over a comparable "average"
independent venture.
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APPENDIX II

HICKORY FARMS OF OHIO FRANCHISE
PERSONAL RESUME AND FINANCIAL STATEMENT

Sources

Hickory Farms Of Ohio, Toledo,
Ohio, March 1970
80
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A M M L IL A IIU N FOR A

HICKORY FARMS OF OHIO FRANCHISE
PERSONAL RESUME AND FINANCIAL STATEMENT
Please complete this entire form with detailed accuracy, if additional space is needed, use the suppl iheet pro
vided, All information submitted will remain confidential, and will be used only for the purpose inteince final
acceptance of your application is subject to our Advisory Board's approval, it is necessary to be as ensive as
possible in supplying personal and financial data. All information requested, we feel, is relevant to evaluate
your application in being considered as a potential Hickory Farms franchised store owner.

PLEASE PRINT OR TYPE

Name -

DATE.
Wife's
First
Name_

Last

First

Middle

How Long At
Present Address.

Address-

City

street

State

How Long Therei.

Street

Height-

State

City

Weight-

No. of Children-

Wife's Age-

Other
Dependents,.

If Yes,
Describe.

Does Your
Wife Work?-

Do You Have Any
Physical Defects?.

. Owaent

Zip

Previous Address____

Age-

Hori
PhoL

If Yes,
Describe.

Any Major Physical or Mental
If Yes,
Illness in Last 5 Years?_____________ Describe.

NAME & ADDRESS

DATES
ATTENDED

YEAR
GRAD.

COURSES & DEGREES

FROM

TO

DUTIES

Elementary
High School
College
Special
U.S. Military Record

Att

Any Lawsuits, Voluntary or Involuntary Bankruptcies?.
If Yes,
Explain in Detail___________________________________
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Rec

EMPLOYMENT
EMPLOYER AND ADDRESS
BEGIN WITH MOST
RECENT EMPLOYER

DATES

POSITION HELD
and
IMMEDIATE SUPERIOR

annual

EARNINGS

1

From

REASON Ft^

BEGINNING

/

$

ENDING

To

/

$
2

From

BEGINNING

/

$
ENDING

To

/

$
3

From

BEGINNING

/

$
ENDING

To

/

$
BEGINNING

4

From

/

$

/

$

ENDING

To

BEGINNING

5

From

/

$

/

$

ENDING

To

You May_

Would Prefer You Do Not_

Contact Present Employer.

Give Civic and Fraternal Interests (If Any) — Positions Held-

How/ Did You Become Interested
In A Hickory Farms Franchise?__
Do You Feel You May Have Any
Special Skills Suiting You For This Type Business? (Explain)-

City and State For
Possible Store Location.

Would You Consider Relocating If
-The Opportunity Presented Itself?.

State Areas of Possible
Preference If Relocation May Be Considered.
If Your Application Is Approved, Ho\w Soon Would It Be Possible For You To Terminate Your Present Ac, And
Actively Enter Into Preparatory Arrangements To Open A Hickory Farms Store?

(Explain)______________________

PERSONAL REFERENCES
(Not Former Employers or Relatives)

NAME

ADDRESS

PHONE NO.
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OCCUPAT
1
1

PERSONAL FINANCIAL STATEMENT
AS OF_____________
(If you operate your own business or are in a profession, use the enclosed Individual Proprietorship Finaniement,
Form CR D12)
Please prepare CURRENT financial statement being as complete and accurate as possible. Where detailimation
is requested, please be specific with name(s), dates, term s and amounts. Again, we assure you all iron fu r
nished will remain confidential, and will not be employed for any other purpose than intended, namely, idering
this application for a possible Hickory Farms of Ohio franchised store.
If additional space is require>upplemental sheet enclosed.
ASSETS

LIABILITIES

Cash On Hand and In Bank(s)
(N am e(s) and Address)

Notes Payable to Bank(s)
(Name(s) and Address)

U. S. Gov. and Other Marketable
Securities (Schedule 1)

Notes Payable To Any Others

Mortgages, Notes, Loans Rec.
(Give Payer, Due Date, Collectability)
Any Other Indebtedness Due In
One Year (Detail)

Real Estate Owned (Schedule 2)
Mortgage(s) or Liens On Real
Estate (Schedule 2)

Cash Value Life Insurance
(Schedule 3)

Other Liabilities (Detail)
Autos;
(Year, Make, Est. Fair Mkt. Value)

Other Assets (Exclude Home Furnish
ings, Jewelry)

Total Assets

$_

Estimated Annual Gross Income for
Last 5 years
Schedule 1

NO. OF SHARES

$_

Total Liabilities

$-

Net Worth

$-

Total

$-

Estimated Annual Living
Expenses

U.S. GOVERNMENT AND OTHER MARKETABLE SECURITIES

DESCRIPTION

IN NAME OF

MALUE

-V '
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Schedule 2

REAL ESTATE

DESCRIPTION AND LOCATION

TITLE IN WHOSE NAME

APPRAISED
VALUE

improved or
unimproved

MORTGAGES
$

$

INSURANCE

Tl

$

$
1
1
i

1
Schedule 3

FACE AMOUNT
& TYPE

COMPANY

POLICYOWNER

SURJJENDER

beneficiary

!

$

Î
!

!
Schedule 4

OTHER INVESTMENTS AND SECURITIES

NO. OF
SHARES

NAME OF COMPANY & TYPE
DESCRIPTION

MARKET
VALUE

OWNER(s)
$

IF ADDITIONAL FINANCING MAY BE NECESSARY OR
CONSIDERED, GIVE NAMES OF BANKS OR OTHER SOURCES

NAME (IFOTHER THAN BANK, IDENTIFY SOURCE)

AMOUNT PLEDGED
OR ANTICIPATED
$

TERMS &

I hereby certify all information submitted on this form to be true and accurate in every resptth the excep
tion of my present employer, as may be noted on page 2, Hickory Farms of Ohio, Franchise I has my full
authority to verify all, or any part of, the information furnished. In the event of any substantial ch my financial
condition, I agree to promptly so notify Hickory Farms of Ohio, Franchise Division.

Date Signed-

Signature-
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APPENDIX III

HICKORY FARMS OF OHIO
LICENSE AND FRANCHISE AGREEMENT

Sourcej

Hickory Farms Of Ohio, Toledo,
Ohio, March I9 7 O

85
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FRANCHISE DIVISION
OF OHIO '

LICENSE AND FRANCHISE AGREEMENT

AG REEM ENT made in Toledo, Ohio, t h e .............................................. day o f.............................
, 19......... ,
by and hjdwcen H IC KO R Y FARM S OF O HIO, F R A N C H IS E D IV IS IO N , a partnership composed o f Richard K . Ransom,
and The Sylvania Savings Bank Co., as Trustee fo r Elizabeth L. Ransom, Carol S. Ransom, Robert R. Ransom, Janet K.
Ransom, and Lynn A. Ransom, having its principa l place o f business a t 1021 N, Reynolds Road, Toledo, Ohio, 43615, (here-

-

"f. — ............. -,

....................................... (he re in a fte r called “ licensee” ).

WITNESSETH;
1.
W HEREAS, Licensor has created a food product known as “ H ickory Farms Beef S tick” and has created a system
o
f sales promotion and procedure fo r sale o f “ H ickory Farms Beef Stick” and other "H icko ry Farm s o f Ohio” products;
and
2.
and

W HEREAS, Licensee is desirous o f operating a “ H ickory Farms o f Ohio” re ta il store in ce rta in licensed territories;

.1.
WHEREAS, Licensee is fu rth e r desirous o f aiding H ickory Farms o f Ohio, Franchise Division, by exclusively using
the “ H ickory Farms Method o f Operating a H icko ry Farm s o f Ohio R etail Store” and the names “ H icko ry Farms of Ohio”
and “ H ickory Farms” and
4.

W HEREAS, Licensor is agreeable thereto upon the terms and conditions more p a rticu la rly herein set forth,
NOW, THEREFORE, it is m utually agreed as follow s:

5.
Licensor hereby grants an exclusive license to Licensee to use and advertise the name “ H ic k o ry Farm s Beef Stick",
“ Hickory Farms of Ohio” , and “ H ickory F arm s" in connection w ith one re ta il store to be conducted solely within the
licensed te rrito ry set fo rth in paragraph 10 below, and in connection w ith such re ta il store, a license to sell the product
known as "H icko ry Farms Beef Stick” , and other products under the “ H icko ry F orm s" o r “ H icko ry Farm s o f Ohio” label.
Licensee shall be perm itted to conduct and operate said re ta il store under th e name “ H ickory Farm s o f Ohio” , and agrees
to register or file statements o f his use o f such name w ith the proper authorities a n d /o r governmental office where same
may be mandatory. I t is specifically understood and agreed, however, that no corporation o r lim ite d company organized
by Licensee fo r the purpose o f conducting such re ta il store shall use in its title the name “ H icko ry F arm s" or “ H ickory
Farms o f O hio" without the w ritten permission o f Licensor.
6.
I t is expressly agreed that the franchise and license hereinabove and hereinbelow granted, shall not apply to the
demonstration and sales o f Licensor’s products in F airs and Shows, present o r fu tu re , and th a t Licensor shall remain free
to demonstrate and sell his product in any F a ir a n d /o r Show w ith in the licensed te rrito ry and Licensee shall not operate
w ith in a F a ir and/or .Show w ith o u t the express w ritte n consent o f Licensor.
7.

L ic e n s e e a g re e s a s f o ll o w s :

(a ) .Simultaneously, w ith the execution o f this agreement, to pay to Licensor the sum o f...............................................
(b ) To pay to the Licensor each week, fo r the duration o f this agreement, in weekly payments on the Tuesday
follow ing the close of each calendar week during the term hereof, six (6 7 ,) per cent of the gross receipts o f said re ta il
store, or in the alternative, and at Licensor’s option, twelve (12 %) per cent o f the purchases o f any and all merchandise
fo r re sale, whichever amount is greater. The alternative twelve (12% ) per cent o f the purchases o f merchandise referred
to above, shall not be applied to opening inventory o f merchandise purchastui for re-sale by Licensee, nor shall the a lte r
native be enforced by Licensor, except upon an audit o f Licensee’s books and rM ords which would indicate to Licensor, at
LicensoFs sole discretion, th a t inaccuracies or discrepancies exist in the weekly rep o rtin g o f Licensee’s gross sales. The
term “ gross receipts” , fo r the purpose o f this agreement, shall mean moneys and other considerations o f any kind, what
soever, received by the Licensee, as a result o f or in connection w ith the ownership or operation o f the reta il store
pursuant to the terms o f this License and Franchise Agreement, including, but not lim ite d to, moneys and other considera
tions received fo r catering parties and demonstrations, excluding therefrom any sales taxes o r admissions taxes properly
imposed and collected by Licensee fo r transmission to any State, Federal o r Governmental agency. Licensee, in con
junction w ith each weekly payment, agrees to deliver to Licensor a fu ll and accurate statement, showing the gross receipts
received by Licensee during the preceding calendar week, and other inform ation as requested on the standard weekly
report form . Licensee shall furnish to Licensor at the end of Licensee’s fiscal or calendar year (depending on Licensee’s
method o f Federal Tax rep o rtin g ) a certification o f Licensee’s gross sales. Said certification shall be prepared by the
preparer o f Licensee’s Federal Income Tax return no later than four months a fte r the end o f Licensee's fiscal or calendar
year.
(c) I. To pay to Licensor an additional one per cent (1 %) o f gross receipts at the same tim e, and in the same
manner, as set fo rth in paragraph 7, sub-paragraph b above; which said one per cent (1% ) is to be held in tru st, by the
Licensor, fo r a national advertising program fo r the benefit o f a ll franchise participants.
2. I t is expressly understood and agreed that the aforesaid one per cent (1 %) o f gross receipts shall not,
under any circumstances, be used fo r general operating expenses of Licensor, bu t shall and wrill be used fo r national
advertising only; however, the exact disbursement o f a ll such sums accumulated and held in tru s t shall be administered
at the sole discretion o f lice n so r as to tim e, amount and type o f advertising program to he developed.
3. The advertising sums held in tru st by Licensor shall accumulate u n til such tim e as Licensor shall deem
th a t a national advertising program can be successfully sustained, whereupon Licensor shall enter in to a national advertis
in g program w ith the fu ll cooperation o f the Licensee and a ll other franchise participants.
4. To effectuate the trust intent o f this paragraph 7, sub-paragraph c, i t is expressly understood and agreed
th a t the said one per cent (1 % ) aforesaid, shall be deposited by the Licensor, upon receipt, into separate and distinct
bank accounts, commercial or savings, known as “ H ickory Farm s o f Ohio, National A dvertising Trust Account” ; and that
said advertising account shall be s tric tly accounted fo r to a ll participants in the account.
' 5. Upon entry into a fu ll scale national advertising program. Licensor shall outline in detail to a ll Licensee’s
the fu ll particulars o f said program, and give an accurate accounting o f trust funds expended annually, no later than
fo u r months from the end o f the calendar year.

—

1—
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6.
7'

Said national adrertisinK shall commence no later than January I, 1972.
**'* evCTt that Licensor shall not commence a national advertising program by January 1 1972. o r in

the " n s t
nattonal advertising and costs o f adm inistration o f the tru st fund, shall be refunded to him. his heira, suMwaors or

W iïs.siÆ .'a ÏÆ .Ï

»•'

■I.su«.,JcK.”5'rîi.'r.:;'ï.SKS

referred to k 2^aboT*'*'***

form this s l i ! ^ : %

'■

- •*'- “- “'i

■■«..•i™.««

*»*•> quarter, which w ill be used in preparing the financial statements

â % Æ S t 't ÿ

‘

“ •“ *

uceuaoe l e J ^ Z T

L?ce*nie™ nd“ S " J d " * f
"
LicensoT w i l f a d ^ è ^
Licensee and method» fo r fu rnishing this inform ation to Licensor s accounting service with accuracy and a minimum of
effort on the part o f Licensee.
5.
Licensor’s accounting service shall be made available to Licensee at a cost to Licensee, comparable to rates
for sim ilar type services performed by independent accounting services.
r .. \ weeks a f t e r t h e e v e e „ t i e e
( f ) To have available w ith in ..............................................................................
o f this agreement, premises w ith in the licensed te rrito ry suitable fo r use as a “ Hickory Farms of Ohio” reta il store.
Licensee agrees that it is to the m utual interest o f Licensee and Licensor that decorations, equipment, fixtures and furnish12*?
* “ t?™ arc to be in good taste and o f high quality and character, and accordingly. Licensee agrees
that the decoration, equipment, fixtures, furnishings and maintenance o f his “ H ickory Farms o f Ohio" store -h - n be
subject to the approval and specifications of Licensor, and Licensee w ill, at his own expense, make such reasonable

d o lla r s ^ îlv e s te d ir tL ” rê ta ir” tôre d u ring the^t^

o f this license and franchise agreement, in order to insure operation

o f the business. This amount to include a constant minimum o f $

>n merchandise inventory.

r„iï;r,

ï k t

:is

such approval shall not be unreasonably withheld by Licensor,

time to time by Licensor.
(m ) Licensee w ill not have any interest, financial or otherwise, in any^other business o f a sim ila r nature, without
the w ritten permission o f Licensor while operating a “ H ickory Farms o f Ohio store.

!

»

*

•

—
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8.

(c )

S ta te * .

T o send, a t L ic e n s o r’s o w n e xpe nse a n d co st, a re p r e s e n ta tiv e o f L ic e n s o r to a s s is t Lic e n s e e d u r in g th e o p e n in g

supplyu c d n M d

11.

fïTA-s:.!:

â n d th e U n ite d

L ic e n s o r a g re e * as fo llo w s :

à â i/ifid n th e r e in , i o
p o s s ib le and a v a ila b le ,

10.

f o r d e a th o r in ju r y to one

* iin

an

e.cm.se»..n™.."-,.».. --------------------------------------- --------------------------

T h e t e r r it o r y f o r w h ic h th is lic e n s e and fra n c h is e a g re e m e n t is g ra n te d is

L ic e n s o r a g re e s n o t to op e n a n y o th e r H ic k o r y

F a rm s o f O h io fra n c h is e r e ta il s to re in a n y a re a c lo s e r th a n
(

) m ile s o f th e t e r r it o r y s e t f o r t h above,

w ith o u t th e w r itt e n conn ent o f Licensee.
12.

L ic e n s o r a g re e s to f u r n is h L icensee w ith a ll boxes, c o n ta in e rs , p r in te d m a tte r and d e c o ra tin g m a te ria ls a t a p ric e

no t to o exceed a ll o f L ic e n s o r’s c o s ts in c id e n ta l th e re to .
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proposedpurchaseprice,andsuchpurchaseoffermustcontainanagreementthattheLicensor,atitssolediscretion,may
requireaspartoftheconsiderationofthepurchase,thatthenewLicenseemustinvestanadditionalminimumoftwenty*
fiveiZy/f) percentofthepurchasepriceofthestoreascapitalinvestmenttowardimprovingequipmentand/orbuilding
merchandiseinventoryand/orincreasingoperatingcapital.
IB. Thisagreementshallmotb<*deemedtocreateanyrelationshipofagency,partnershiporjointventurebetweenthe
psrticHhereto. No employee engaged hy Licenseeshall,under any circumstances,bedeemed tobean employee of
Licensor,andallemployeesengagedhyLicenseeshallbesonotified.
7.
O1h
io. Thisagreementshallbeconstruedandinterpretedinaccordancewiththeprovisionsofthelaws oftheStateof
1H. Any noticerequiredtobegivenpursuanthereunder,shallbemailedto:
Licensor: HICKORY FARMS OF OHIO, FRANCHISE DIVISION,
aPartnership
1021N.ReynoldsRoad
Toledo,Ohio4S615
Licensee: .........................

19. IfLicenseeshallfailtoperform,keepandobserveanyconvenant,termorconditionofthisagreement,adefault
hereundershallbedeemed toexist. This licenseand franchiseisgrantedsubjecttothespecificconditionthat,ifa
defaulthereunderonthepartofLicenseeisnotremediedwithinthirty(30)daysafterwrittennoticeofdefaultifelivered
bn
yyLi
sm
eed
ai
ne
dsfL
ri
ac
ne
ch
ein
r.
antedmaybeforthwithterminatedbyLicensor,butwithoutprejudiceto
a
oc
te
hn
es
rorr,igt
hh
te
sl
oi
rcerne
ni
ss
oe
rh
meary
hag
ve
20. Licenseeagreesthat fora periodofnotlessthantwo (2)yearsfollowingtheterminationofthelicenseand
franchisegrantedhereinoranyrenewalorextensionthereof,hewillnot,withoutthewrittenapprovalofLicensor,either
directlyorindirectly,on hisown accountorasAgent,Partner,Stockholder,Owner, Employer,Employeeorotherwise,
e
nrgeaig
he
negi
rn
anatebdu.sinesssimilartothatoftheLicensor,withinaradiusofonehundred(100)milesfromthelicensedterritory
21. Licenseerecognizesand agreesthatLicensorhasdevelopedcertain Trade"secretsfortheoperationofHickory
Farmsretailstores,andasaconsiderationfortheteachingofandthedivulgenceofthesaidsecretsaforesaid.Licensee
agreesthatLicenseewillnot,atanytime,directlyorindirectly,furnishanyinformationastothemethodsofoperation,
advertising,promotional and merchandisingprogramsand/orideas,orany otherinformationrelativetotheoperation
ofaHickory FarmsofOhioretailstore,toanypersonorpersons,corporateorreal.
22. Inthe eventthatdifferencesshouldarisebetweenLicenseeandLicensorastothe meaning orapplicationofpro
visionsofthisagreement,suchdifferencesshallbesettledbyarbitration. Bothpartiesagreetosubmitthematterto
arbitrationand accept thedecisionofthemajorityofan arbitrationboardconsistingofonemember selectedbythe
Licensor,onememberselectedbytheLicensee,andathirdselectedbythetwoarbitratorsnominatedasabove. Inthe
event thatthetwoarbitratorsselectedbythepartiesfailtoagreeontheselectionofthethirdarbitrator,thereupon
applicationofeitherpartyhereto,anyjudgeoftheCourtofCommonPleasofLucasCounty,Ohio,shallappointthethird
arbitrator,whoshallactunderthisagreementwiththesameeffectasifhehadbeenspecificallynamedherein. Siteof
arbitrationshallbeatanappointedtimeandplacelocatedinToledo,Ohio. Sucharbitrationmaybedemandedbyeither
parlytothisagreementbynoticeinwriting. Itshallbeencumbentuponbothpartiestonominateanarbitrator within
t
en (IB)daysaftersuchnoticeisgiven. Thee
xpenseofthearbitratorselect.ed.1
byth
e Licensorshallbebornebythe
l : ---------------, 1. -----------------------. , 1. ------------------V .. . t - . , --------------------------------• ,
Iwaiver

o r c o n d itio n s o f t h is a g re e m e n t.

b o th L icensee and L ic e n s o r.
Zfi,

T h k a p e e m e n t a h . » be b W i a g

^ .. „
ih e p a rtie s beretth th e ir re a p e c tiv . hW ra. mm—

om . k m , r e p r e . m U . t ^ . %

a n d a s s ig n s .

IN WITNESS WHEREOF, thepartiesheretohaveexecutedthisAgreement induplicatethedayandyearfirst
abovewritten.
hickory farms of OHIO. FRANCHISE DIVISION
WitnessesastoLicensor:
Partnership)
LynnA.Ransom.
WitnessesastoUcensee:

RiihardK Ransom,ManagingPartner
(Licensor)
Licensee
Licensee
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